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Independent Auditors’ Report

To the Board of Directors
Alpha PRD, Inc.
Santa Cruz, California

We have audited the accompanying statement of financial condition of Alpha PRD, Inc. as of December
31, 2004, and the related statements of income, stockholder’s equity, and cash flows for the thirteen
month period then ended that you are filing pursuant to rule 17a-5 under the Securities and Exchange Act
of 1934. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Alpha PRD, Inc. as of December 31, 2004, and the results of its operations and its
cash flows for the thirteen months then ended in conformity with accounting principles generally
accepted in the United States of America. |

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules I and II is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
rule 17a-5 under the Securities and Exchange Act of 1934. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

January 18, 2005




ALPHA PRD, INC.

STATEMENT OF FINANCIAL CONDITION

December 31, 2004
ASSETS
" CURRENT ASSETS :
Cash ' $ 10,819
OTHER ASSETS
Deferred income tax benefit (Note 2) 3,176
$ 13,995
LIABILITIES AND STOCKHOLDER'S EQUITY
CURRENT LIABILITIES
Accounts payable $ 300
COMMITMENTS AND CONTINGENCIES (Note 7)
STOCKHOLDER'S EQUITY
Common stock, par value $.001; 1,000,000 shares
authorized, issued and outstanding 1,000
Additional paid-in capital 24,625
Accumulated deficit (11,930)
13,695
$

The notes to financial statements are an integral part of this statement.
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ALPHA PRD, INC.

STATEMENT OF INCOME
Thirteen Months Ended December 31, 2004

Revenue $ 12,624

Operating expense | ’ 26,930
Loss before benefit of income taxes (14,306)

Benefit of income taxes (Note 2) (2,376)
Netloss " $  (11,930)

The notes to financial statements are an integral part of this statement.
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ALPHA PRD, INC.

STATEMENT OF STOCKHOLDER'S EQUITY
Thirteen Months Ended December 31, 2004

Additional Retained

Common Stock Paid-in Eamings
Shares Amount Capital (Deficit) Total
Balances, 11/30/03 - 3 - § - S - 3 --
Stock issuance -~ 1,000,000 1,000 -- -- 1,000
Capital contributions -- -- 24,625 -- 24,625
Net loss - - - (11,930) (11,930)
Balances, 12/31/04 1,000,000 § 1,000 24625 $ (11930) $_ 13.695

The notes to financial statements are an integral part of this statement.
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ALPHA PRD, INC.

STATEMENT OF CASH FLOWS
Thirteen Months Ended December 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers . $ 12,624

Cash paid for operations (21,005)

Income taxes paid (R00)
Net cash used by operating activities (9.181)

CASH FLOWS FROM FINANCING ACTIVITIES

Sale of common stock 1,000
Additional paid-in capital 19,000
Net cash provided by.ﬁnancing activities f 20,000

Net ihcrease in cash and cash equivalents | 10,819
CASH, BEGINNING | —
CASH, ENDING $ 10,819

RECONCILIATION OF NET LOSS TO NET
CASH USED BY OPERATING ACTIVITIES

Net loss | s (11,930)

Adjustments to reconcile net loss to net cash
used by operating activities:

Facilities costs 5,625
(Increase) decrease in: '

Deferred income tax asset (3,176)
Increase (decrease) in:

Accounts payable 300

\Z

Net cash used by operating activities (9,181)

The notes to financial statements are an integral part of this statement.
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Note 1.

“ALPHA PRD, INC.

NOTES TO FINANCIAL STATEMENTS
Thirteen Months Ended December 31, 2004

NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Alpha PRD, Inc. was incorporated on June 17, 2003, and began operations on December 1, 2003.

The Company is licensed by the National Association of Securities Dealers as a broker/dealer.

Accounting Policies

Use of Estimates

Preparing the Company’s financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAP) requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Cash Equivalents

For purposes of the statement of cash flows, cash equivalents include time deposits,
certificates of deposit, and all highly liquid debt instruments with original maturities of three
months or less.

Income Taxes

The Company is organized as a corporation and reports income on the cash basis for the
purposes of federal income and state franchise taxes. The Company provides for deferred
taxes resulting from temporary differences between financial and taxable income. A valuation
allowance 1s established, when necessary, to reduce deferred tax assets to the amount expected
to be realized.




ALPHA PRD, INC.
NOTES TO FINANCIAL STATEMENTS
Thirteen Months Ended December 31, 2004
‘Note2. PROVISION FOR INCOME TAXES

Components of the provision for income tax expense for the thirteen months ended December
31, 2004 are as follows:

~ Current income tax expense
Income tax at statutory rates:

California franchise tax $ 800

Adjustments for: '
Net operating loss carryforwards (3,176)
$  (2,376)

The Company has available, at December 31, 2004, approximately $14,000 of operating loss
carry forwards, which may be applied against future federal and California taxable income and
that expire in 2024 and 2014, respectively. Deferred taxes, due to carryforwards of net operating
losses, are presented on the balance sheet as follows:

Deferred income tax benefit $ 3,176

No valuation allowance has been established in the current period.

Note3. RELATED PARTY TRANSACTIONS
Overhead Expense:

The Company shares office space and pays overhead expense to Performance Research and
Design, Inc. (PRD), a party related by common ownership. Overhead expense for the thirteen
months ended December 31, 2004 was $5,625. Additional paid-in capital is increased each
month for these expenses as they are reimbursed to PRD by the stockholder. .




Note 4.

Note 5.

Note 6.

Note 7.

ALPHA PRD, INC.

NOTES TO FINANCIAL STATEMENTS
Thirteen Months Ended December 31, 2004

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s net capital Rule 15¢3-1,
which requires the maintenance of a minimum net capital of the greater of the minimum dollar
requirement of $5,000 or 6.67% of aggregate indebtedness.

As of December 31, 2004, the Company had a net capital of $10,519, which was $5,519 in
excess of its required net capital of $5,000.

RESERVE REQUIREMENTS

The Company is exempt from the computation for Determination of the Reserve Requirements
pursuant to paragraph (k) (2) (i) of Rule 15¢3-3.

POSSESSION OR CONTROL REQUIREMENTS

The Company is exempt from submitting the Schedule of Information Relating to the Possession
or Control Requirements under paragraph (k) (2) (i) of Rule 15¢3-3.

COMMITMENTS AND CONTINGENCIES

Major Customers:

The Company has one major customer for the thirteen months ended December 31, 2004. The
customer represents 79.4% of revenues.

-10-




ALPHA PRD, INC.

SCHEDULE I - REVENUE, OPERATING EXPENSE, AND OPERATING LOSS
Thirteen Months Ended December 31, 2004

% of
Amount Revenue
REVENUE
Contract income $ 12,624 _ 100.00%
OPERATING EXPENSE
Referral fees 2,336 18.50
Overhead expense ' 5,625 44.56
Salaries ' 9,000 71.29
Payroll taxes 959 7.60
Legal and professional fees 3,380 26.77
Regulatory fees 5,630 44.60
26,930 _213.32
OPERATING LOSS | $ (14,306) (113.32)%
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ALPHA PRD, INC.

SCHEDULE II - COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1

Thirteen Months Ended December 31, 2004

NET CAPITAL -
Total stockholder's equity
Less unallowable assets

AGGREGATE INDEBTEDNESS
Total liabilities

COMPUTATION OF NET CAPITAL REQUIREMENT
(A) Minimum net capital based on aggregate indebtedness
(6.67% of aggregate indebtedness)

(B) Minimum dollar fequirement per 240.15¢3-1 (a)(2)(v1)

Net capital requirement (greater of (A) or (B))

' RECONCILIATION TO FORM X-17A-5
Net capital as reported in Form X-17A-5 (Unaudited)

Audit adjustments

Net capital per above

-12-

$ 13,695
(3,176)

$ 10,519

s 300

$ 20

$ 5000

5 5000

$ 10519

$ 10,519
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Independent Auditors’ Report on Internal Accounting Control

To the Board of Directors
Alpha PRD, Inc.
Santa Cruz, California

In planning and performing our audit of the financial statements of Alpha PRD, Inc. for the
thirteen months ended December 31, 2004, we considered its internal control structure and
accounting system in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control
structure.

We also performed a study of the practices and procedures followed by the Company in making .
the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and

the procedures for determining compliance with the exemptive provisions of rule 15¢3-3. We

did not review the practices and procedures as defined in 17a-5(g) (ii), (iii) and (iv) followed by

the Company, because the Company does not carry security accounts for customers or perform

custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments made by management are required to assess
the expected benefits and related costs of internal control structure policies and procedures and of
the practices and procedures referred to in the preceding paragraph, and to assess whether those
- practices and procedures can be expected to achieve the Commission’s above-mentioned
objectives. Two of the objectives of an internal control structure and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets
for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization
and recorded properly to permit preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Commission Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.
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Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate. '

Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control structure elements does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

We understand the practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purpose
in accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a
material 1inadequacy for such purposes. Based on this understanding and on our study, we
believe that the Company’s practices and procedures were adequate as of December 31, 2004, to.
meet the Commission’s objectives.

This report is intended solely for the use of management and the Commission and should not be
used for any other purpose.

~

Roetohimmpe avel Blooslgord L2p

January 18, 2005
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